
in the Godv1na Report (pace 48·FN 3) that,

-Supporting evidence for low incidence of turnover at

TELCO relative to national av.rase can b•••en by the

hi&her averale ase and pa.t ••rvic. of TELCO e.-ploy...

r.lativ. to av.rase ale and .ervic. of national working

pG1»ulation.-

The point her. 18 not that there have beeD -bbtorical

patt.rna of loftier .ervic. lif. and biaher aver.s. .s. for

TILCO e.,loye•• ,- but r.th.r that the surr.nt .S./••rvic.

char.ct.ri.tic. of TELCO (.Ie - 41.6 / .ervic. - 16.6, aa of

1/1/91) provide evidenc. of low eurnover r.t•• (l.e. 121
t:urpqver r.te. ln the paat prA4w;.d the current ~Ir.phlc

..aup of the sr0Ul»). "e.nt downa1zing could not haft

contributed to producing th••e al./.ervic. charact.ri.tic.

beeaut. r.c.nt .taff redu.ctiona --1\1 the LIe. ver. Da'

acec.plllhed through l.yoff. aIIOl\I the YOUllcer .hort·.ervice

..,loyee. prior to 1991.

\lbU. the above conc.pt i. vell known allOns profe..ional

aceuari•• , ve have perfo~d .~ additional analy.i. and

prewi.d • .ore detailed explanation below, which .hould

.aka our point s~vhat el.arer,

!be ....r.'••,. and .ervic. of aD .-ployee sro,"" 18 not a

.s..ple fuDction of withdr.w.l r.t•• , but higher withdr.w.l

vill ,ener.lly puah down .ver.se., I

2 "... dill ....~ ... of a pope'-doe will ...- if..-lily ,.. aN ....... is obYiaaI.
It .. Il1o be __ dill alilllillr eIfIc:I oc:an ia a QJ" .," ·p"'p"leficw·, Ita~ poup
..... &0. cIIIIIa. l'IIti.t ., 1M. '.rca. aiM CIGII"''' to ...aity ia .... .-.
II a, "daD. Pcp'"~ JIOMIa of rill rill.. -..: e,dIlII~ rill .....
..awnae ... of rtp&ac wIUdl em Cn "'*1 to'" ia IM,...u papgleticw.
SiIDI .... calcu1e«icw for TELCO __ (II very ...,.~ .... vm.ac- ill
JIVMb of an. '*D:lt )aide .. etr.ct of widMinwala.

_______________.....'.'..·· ....._.'..-IIi~.".·cllii/l!l!ll!!&.·iiI..PIilll·'..· _ ..~...:- ...·IIi· _" .. - - "~~"'J"'I'W"'.-



Calculatio~ were performed to test th. hypothesis that the

-T. / T? choice of withdrawal table. wa. consistent with the

ob••rved differentials between average age and average

service of TELCO co~ared to the nation as a whole. With

hire age and retire..nt age a. parameters for calculating

the average age and average .ervice of stationary

populations resultinc fro. T2 , T., and T.. ba.ed upon all

retire..nt. at a given retire..nt a,e and all hire. at •

,iven hire ace, the table in Appendix I clearly indicate.

difference. that are not only consi.tent with the re.ults

.hown in the Goclvins Report, but in fact sugest that the

difference. 1n turnover rate. between TELCO and the re.t of

the U.S. working population ..y be even greater than T-2

ver.u. T-6.

For exaaple, if one were to look at a cOllpany that hire. naw

ellployee. at an avera,e a,e of 27, that experience. turnover

rate. equal to T-2, and retir...nts at ace 62 (a .ituation

not unlike TELCO), one would find that after this co~any

..cure. it can expect to have an ellployee population with an

averace ace of 41.54, and an averace past service of 14.54

year.. If, inatead, turnover rate. equal to T-6 were

appUed, the averace a,e and .ervice of the population would

be 31.80 and 11.80, re.pectively. This theoretical

difference, between populations .ubject to T-6 and T-2, is

actually le.. than the ob.erved difference. in a,e/.ervice

characteriatica between TELCO and the non-TELCO firaa (se.

pa.e 47 of the Goclvins a.eport). While TELCO and the re.t of

the GNP have different retire..nt patterns, it can be .een

fro. the table that difference. in avera,e retir••nt aces

have only a .1nor t.pact on the b..ic reault.

Finally, it ahould be noted that the aensitivity analysis

perfo~d by Goclvlna la'~re than .ufficient to allow for

any potential understat...nt of TELCO'. turnoVer rate.. On



pale. 34 and 3S of the Godwi~ Repore, it is shown that even

1f the same turnover rates were ~ed for both TELCO and the

rut of the working population. the relative impact of SFAS

106 on GNP. cOllpared to TELCO, would only increase froll

28.3\ to 34.6\. Aa noted on page 40 of the Godwi~ Report,

overall re.ult. are shown usinl value. for this relative

impact, ranging froll 17.8' to 44.5\.

·15·
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C. Accur'cy lAd ,.li.bility of I ••ult.

There were two object10M r.ised w1th respect to the overall accur.cy and

reliabilley of the Godv1M findings that labor co.t. of non-LEC firma sponaoring

retire. lIl.dical plaM will incr•••• 3.19' a. a re.ult of SFAS 106.

AT&T CODt.nt1on .
(pp. 9 - 10)

'.,pon.. -

-Th. r ••ulta of the GodvlD.1 Study dep.nd on the calculation
that the .doption of SFAS 106 will incr•••• l.bor co.t. by
3' for fi~ incurr1nl OPEl 'xp'D.I... Th. 3•••tiaat. is
deriv.d uainl nu.eroua f.ctor., .ach .ubj.ct to .rror as
noeed in GoclviD.l' IIction on "D.litivlty of r ••ulta (pp. 34­
43). Th. cUIIU1.tiv. iap.ct of r.uonable variat1oD.l 1n each
factor r.nder. the 3' ••tiaat••usp.ct.-

It 11 prec1l.1y the "D.litivity analy.1I ref.rr.d to by AT'T

that giv•• ua gr.at confidence in the robuatne•• of the

botto. line re.ult. In the .xtr...ly unlikely .Vlnt that

the actual incr.... 1n labor co.es 18 II hiAh .. 5'

(.xtr...ly unlikely, b.c.us••uch a r ••ult would r.quire

that virtually All of the factor. for which unc.rtainey

.xht.' h.v. b••n 1I&X1IIally uncler.taeed)t th.n the total

.-aunt of unr.cov.r.d SFAS 106 co.t. i. r.duc.d by • .ere

12' (fro. 84.8' to 74.7' •••hovn on pal' 41 of the GodviD.l

.tw:ly). Thus, th.re can b. little doubt •• to the solidity

of the r ••ules, and the C~h.io1\ C.1\ b. quit. confident

that any unc.rtainty in the buic r ••ult. of the actuari.l

analy.h will not have a alplif1cant .ff.ct on the final

r ••ult.

4 Ia _ to be~.,. iD - ..... *- fiIdon to -.. dill die impact
01 SPAS 106 CIa GNP-PI if _ydIi1Ic. ownIIIed. Sea. far u ...... ilia foUowiaI ill die
Godwias bport:

• Calm'''' of preftDliq Idj""'. (pip 19)
• .. au~ (J1111134)
• Avena- I'ICi.- ... far __LEe. (JIIIII 35)
• Di.IcuIIIiml of labor COlI ......... IdjQIbIwM (ptaeI 36-31)
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HCI cqpupeiqa. .
(Pag. 25)

' ..pon.. -

-In no place within the study il th.re an attempt to verify
the co.el of SFAS 106 to non-LEC fi~,·

-Th. 3.19' increa.e in labor CO.tl to non-LEC firms
providing OPE! doe. not square with other eltiaet•• of the
SFAS 106 cOlts..... This AIIOunt is only 40' of the
••tiaet.1 by Warlhaw.ky (in Po,tr.tir...nt H.alth B.n.fit
Plan,: Co.ts and Li.bilit!•• fRr PrivatI £!ploy.rs, No. 76
Financ. and Econoaics Di.cu•• ion ••ri•• , Division of
R.•••arch .nd Stat1lt!cs, Division of !ton.tary Affairs,
F.der.l R•••rv. Bo.rd, Wa.hinlton, D.C., JUDe 1989),-

MCI's cont.ntion is • gro•• ailr.pr•••nt.tion of the f.cts.

It is true that in the r.f.r.nc.d articl. W.rsh.wsky do.s

••tiaet. that, ba••d on 1988 data, the allr.lat. incr•••• in

r.tir....dic.l .xp.ns. due to the introduction of SPAS 106

vould b• .uch hiab.r than the 3.19' ••tt.&t.d by Godvins.

How.v.r, de.pit. the fact that Warlhawlky is a w.ll trained

.cono.ist and clearly undertook hia re••arch In •

r ••ponsibl. mann.r, MCI haa utlliz.d the r••ult. of that

re••arch irre.ponsibly. Sp.cifically, the followinl .ust b.

noted:

(1) Warlhaw.ky hiJu.lf now recopllz•• that his odllnal

••tt.&te va. unreali.tically hlab, and h. ha•

• ianificantly reduc.d thi•••tL.&te in hi• .o.t rec.nt

analy.ia •

(2) Even War.haw.ky' I revl••d ••tL.&te is siplificantly

hlah.r than other 'IIr.late ••ttaAt.1 produc.d by the

GN1' and URI' for the .... tt.- p.riod. De.pit. this.

6 o-aa ~e«ia.0fIb. H_ DiviIiaa. -EIIfIoJ- _fttl: c.ca.--' ItMiree
HlUtb u.bi.lilill ~ F CoIdy.- J_I919. GAOIHJU).I9.S1.

1 EIIIpIoyee a..fit reldlllticute. -.. lad T.... ill ....HeIltb ~1DCI_fiti-, r.ae
Brief No. 14,N~ 1911.

____________________~s----



Kel selected Warshawsley' s earlier estillate and chose to

ignore both Warshawsley'. revision and other lower

.stillate.. Th.se oth.r e.tillates are quite consistent

with the Godwina .stillat., and are fully encompas.ed by

the s.naitivity analysi. included in the Godwins

R.port.

(3) W.rsh.wsky's revis.d .stt.&t. is it••lf too high

b.c.ua. his a.s~tiona rel.rdinl plan provis.1ons,

.ctuari.l a.swsptiona, and de80lraphics were wronl.

Th.s. .rron.oua a"wsptiona are de,crib.d 1n Ir.ater

detail b.low.

(4) E,et.&tes produced by Var,h.wsky, .. well a, the GAO

and lIlI, are all b.,ed on 1911 plan provi,iona. The

Godvina e'tillate i, .cr. accurat. b.cauae it is b...d

on 1990 plan provi,iona, which .r. more up-to-date.

E.ch of th.,e points i, di,cuased in Ir••ter det.il b.low.

In the ..t.rial r.f.rr.d to by Kel, Varshawsky estt.&t.d that allresate

SFAS 106 costs in 1988 dollars would have been $67.9 billion, whil. ·pay­

as-you-So· co.t. ver. $14.5 billion. Thi, net incr•••• in cost, of $53.4

billion transl.t•• to approxt.&tely 6.82' of 1911 tot.l co.p.naatioDi for

cov.red ellploy••• , ancl directly corre,ponda to the Godvina e.t1Jlate of

3.19t.

• 1911 Total eo.. ow for U.S. WOIUn WII 12921.3 hiIIiaa • __ ia ....N~, 1991
s.wy of eun.a P-i_. a. die GAO liDdy, 26.'" of III WOIUn .. c:ovend by pWIa
IUject to SFAS 106 <_ 21 of .... GodwiaI RIpon). ~. aLJClCIIdiq to WanbawIky,
IdditiCla&l SFAS 106 ca.II an 53.4 + (2921.3 X .261) - 6.12" ofoq 'im.
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W.rshaw.ky now re.liz•• that his earlier estimate w.s b.sed on an erroneous

d.mogr.phic makeup of the tot.l covered population (for example, the ratio

of activ. employ.es to r.tirees used was 3.8 to 1, which is far low.r th.n

for the typical comp.n~). In his r.c.nt book (!h. Uncertain Promis, of

R.tiree Health B.n.fits. th. All Prill 1992), W.rsh.wsky revisll his

estimate of a"r.gat. 1988 SFAS 106 .ccru.d li.bility and .xp.nse downward

by 25t and 12t, r ••p.ctiv.ly. In this n.w.eudy, ch....r.,.te .stimat. of

SFAS 106 .xp.ns. b.co... $58.9 billion, whil. ·p.y·•• ·you·lo· co.ts are

r.duced to $11.3 billion. Thus the n.t incr•••• due to SlAB 106 of $47.6

billion now translat•• to .n incr•••• of 6.08' of co.,.ns.tion. ~ shown

in it•• (3) b.low, ev.n this •• timat. 1. unr••li.tic.lly hiah, due to the

incorrect •••umptions th.t W.r.h.wsky r.li•• on.

(2) W.rsh~sky's r.vi••d ••ei~e. i. significanely hi&h.r ehan oeh.r ••eimae••
of .&fr•••e. SFAS 106 cose•.

Both the GAO and !laI produc.d .stimat•• of SlAB 106 li.biliti•• , b•••d on

1988 dat., ebet can b. dir.ctly co.,.r.d to th.t produc.d by War.h.w.ky.

W.rsh.w.ky's r.yi••d •• timat. of $332.1 billion i., in f.ct, 50' high.r

eben th. GAO .stimate of $221.0 bUlion, anc:l 34' hip.r than EBl.I' s

..t1mat. of $247.0 bUlion. Whil. neich.r th. GAO nor EBl.l .xplicitly

c.lcul.t.d th. iner.... in ...r.,.t. annual .sp.na. •• • r••ult of SFAS

106, th.ir li.bility ••timat•• transl.t. to incr..... of 4.05'- and 4.52'u

of c~.ns.tion, r ••p.ctiv.ly. loch of ch••• v.lue. ar. w.ll wichin ch.

ran,. of value. WI.d in ch. s.nsitivity analy.1I p.rformed by Godvina.

Pa,. 41 of th.Godvina lltport l11Wltratt. n.ult. a"lain, th. auregata

incr.... in co.ts due to SFAS 106 r.ng. fro. 2' to 5. of total coap.naation

of cowr.d ..,loy.... Ev.n at the v.ry hip value of 5' (high b.caWi. this

9 Sea .....7 of 1M GodwiDI bport.

10 221 + 332.1 16.01" - •.05

11 lA7 + 332.1 1 6.01" - •.'2
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r"\'~ ,............ 4IS••••'III'•••ZIII'-IIIIIIIIIl(!!II,••11I...2------------------- c-9«1wins ------



valua, in addition to b.ing materially higher than both the GAO and EaRl

e.timat•• , would al.o r.quire that virtually all the factor. outlinad on

pages 34-37 of the Godwins Report to have been maximally underestimated),

the percentage of TELCO's SFAS 106 co.t. that are not recovered, through

the GNp·PI incr.ase and wage rate reduction, is only reduced from 84.8\ to

74.7\.

(3) War.h~.ky'. revi••d e.timate is too hiJh due to incorrect as.umptions.

In carafully r.viavinl tha ..thodololY .~loyad by Varlhavlky, it bacomes

quit. clear why ha arriva. at allr.lat. co.t ••t1aat.. that ara so much

high.r than the GAO and the DIll ••tiaatal I a. vall a. tha Goclvins

e.timate. Simply put, tha .. thodololY .lIploy.d by Varahav.ky utilizes

a..u.ptions ulardinl plan provisions, tha de~lraphic profila of the

covar.d population, and actuarial a••u.ptions to be usad by ca.p.nial to

calculat. SFAS 106 .xp.ns., th.t ar. de~nstrably vronl. Sp.cific.lly, in

estimating the SFAS 106 accruad liability, V.r.havlky:

AI.u.e. a 'r•••onably I.narous haalth pl.n vith lov deductibl.. and

co-p.,..nt.' for All cOIlp.nia. (PI. 92). A IIUltitucle of .urvays (••e,

for .x.-pl., H••lth C.r. for &ttir.d Elgloy.e. by Betty Kalroy Stagg,

Tha Conf.ranca Io.rd R••••rch lullatin Mo. 202, 1987) de~nstrat. that

thb is .t.ply not tha c••a. Many cOllpan1a. in fact provide quit. a

bit 1••• than 'r.a.onably g.narous' b.nafit•. G In fact, usinl data

not .v.Uabla to Varlh.vsky, th. Goclvina ILl _thodology va. dev.loped

to .pecific.lly isolate tha variation of 'Ianarolity' ~ng cOllpanies'

ratir.a _dical plans.

12 S.pili 7 of 1M ee.s..-1oIrd rwport ciC8d1bove lad .... 9-11 of1M Hnjg ,!=ai'. 1990
Syrm of BeIi- Mwljsal ,=fill.
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~.~. lifeti.. coverage for both the retiree and his .pouse, for III
c~anies. Thia 11 clearly unreal1ltic, and contradicted by the

Conference Board ..terial referenced above. D

~.uaes all active eaployees beco.. elilible for full benefit. at age

55. This al.o i. contradicted by the .eudie. referred to above. M

~.~. mortality ae 83 ~ rate. while aany c~anie. continue to

a••ua. hieber .artality rate•.

Utilize. a l' .preed between the di.count raCe and ..dical trend rate

cOgbined with a 4' per year alinl factor.

~.ua.. a retire..nt ale of 62.5. in coner••t with the evidence of

average retire..nt ale. between 63.5 and 64, a••hown on pale 35 of

the Godwina aeport.

Strong evidence that War.haw.ky'. actuarial ...~tion. a. to trend and

moreality re.ult in unreali.tlcally hlah SPAS 106 co.e. can be .een fro.

the fact that the LEC. used .uch 1aIIx co.t ...~tiona to calculate~

SFAS 106 co.ts. In fact, only 2 out of the 11 LEC. on whoa data wu

collected used the 83 GAM table for their SPAS 106 calculation., and the

average spread between the di.count rate and the ulet.Ate trend rate for

the LEC.' SPAS 106 calculation. i. 2.57•. rbi. i. particularly c~ellinl,

given the fact thae the re.pondenu to the LEC.' filine' with the

Co_h.ion have 1D1licatecS that they believe that the ...uaptlon. usecS by

the LIC. OY'r.tace their SFAS 106 accrual•.

13 s.. ..... 7-1 of 1M ea.r..c. Baud report.

U TIll 1913 GAM aaWity tibia iI 1M IDOIl ..... (1owIIl cIIIIIl tIMI) CUI"IWIIly UIId for s-aioa
vUuatioaa ill 1M UaiCed scu.. WbiIa it 'tWa puhIiIMd by 1M Soc:iIIy of~_ ia October. 1913,
it Iti1J bII GOt b.- IlDiv...uy Idot*d by .roUed ICGIIrieI fat dMIit ,... valu8tioaa.

-21-

~, ......1!Il.•.~.-r}p.·...-------- c--Cj«Jwins----



In addition to the proble•• cited abov., Warshaw.ky al.o a••u.e. that the

dellOgraphic profUe of the entire covered population is a -rea.onably

mature and stable group· which i. "typical of many larg~ co~anie •. • While

Warshawsky does not di.clo•• the .pecific age and service characteristics

of this group, ba.ed on hi. atate..nts we ~t a••u.. that it is older and

ha. lonser service than the average covered sroup. (Note that the GAO

survey» reports that a very aianificant n\mber of retiree _dical prosr...

are .ponaored by co~anie. with 1••• than 500 e~loyeel.) ., utilizing a

deacsraphic profUe of .uch ase/.ervice characterllticI, Warshaw.ky is

undoubtedly overstatins a&lresate co.t••till further.

(4) All ehr•• ••e1JMe.. (War_hat_Icy, GAD md EJIU) are ba••d on out-ol-dae.

daea.

After rejectins War.haw.ky'. e.ti..te due to the .eriou. proble.. noted

above, there still re..ina the que.tion of why the GAO and !laI e.t1aates

are both .lllbtly hilber than the Godvina e.t1aate of a&lresate SFAS 106

COlt.. The .t.ple explanation for thi. i. that retiree ..dical plana have

chanSed .ubltant1ally, between the tiM the data WAI sathered for the three

e.t1aates noted above (1988), and the tiM period for which plan provision

data wa. collected for the Godwina aeudy (1990). In fact. accordins to the

HUi;; ",.ociattl 1990 Suryty of hdr•• Mldical Benafitl, 70' of an

surveyed c08panie. chansed th.ir r.tiree ..dical plana in 1988 or 1989.

Thu., the Goclvina e.t1aate ~t be reprded a. lIOr. accuratt becauae it

l.1Ie. acre recent inforaation,

16 a-'II Ale C£!I'dn. 0fIica. Employ. a-fitl. "&&.t ofC~' a.eu. HeIIdl CoYerqe."
OA~ tarda 1990.
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SECTION III

"'roftSE TO 0IJlCTIONS BlGAlDIBG IlCIQECONOIIC AlALISIS

A. M.;bodololy Ind Chole. of Mod.l

MCI and AT&T rais. thr•• questiona about the ehoie. of a ..cro.eonoaie aod.1 Ind

its us. in .stiaating the impact of SFAS 106 on GNP-PI.

XCI Copc.n; iop ­
(Pag. 31)

' ..pon.. -

XCI CopC'pslgp ­
(Pag. 32)

-Such a aodel, in it. final fora, is nothing IIOre thAn a
so..what advanc.d spreadah••t IIOdel. 'nlis cannot be
vi.w.d a. an obj.ctiv. for.ca.tina tool, but rath.r as a
..ana to l.gitlaiz. ov.rly .t.pli.tlc ealculationa.-

Iy calling the Godvina 1IOde1 a -so..what advanc.d

.pr.adah•• t aodel-. Mel _ana that the aod.l is us.d to

p.rfora -what if- .x.rei.... lut a -what if- .x.reis. i •

• xactly what is r.quir.d to .tudy the impact on GNP-PI of

the introduction of SrAS 106. To calculat. the

d1ff.rential 1JIpact of SrAS 106, w. n••d to a.k ~

happ.na to the value of GNP-PI if SFAS 106 i. introduc.d.­

Any leonoaie aocltl, .v.n a larg.-scale eo...rc1al

.cono..tric foreea.tinlllOdel, would have to b. put through

a -what if- .x.rcis. to dlt.rain. the tapact of SFAS 106.

'nl. eritieisa of the Godvina 110411 for b.ing used to

parfor. -what if- .x.reis.s i. unwarrant.d.

·USTA cont.nda thAt the IIOdll, whU. not b.ing us.ful for
for.cuting ..cro.conoaic activity, can lo_how b. us.d for
for.ca.tina th. diff.r.nc.. in ..cro.conoa1c activity
_"Mini on a Ihift in an .xog.nous variable (the
-.altipl1cativ. ura us.d to adjust labor COlt. for the
SrAS -106 iJlpacts.)" [footnot. not r.p.at.d h.r.] 'nlis
distinction is artificial- -if a aoctel cannot b. rel1.d upon
to for.ca.t the int.ractiona within the .conoay, how can it
b. utiliz.d to pr.dict the diff.r.nc.. due to so..
alt.ration to on. value within the aoctel?-
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'upon" . To appreciate the distinction that Mel asserts is

artificial, consider a s1zlple eX&llple fro. outside the

real. of regulation or .cono.ics. Suppose you are planning

to take a 500·aile trip by car and you are concerned about

how long the drive will take. The length of t1JH will

depend on the w.ath.r. road conatructions along the way.

traffic. accidents along the way, wh.th.r your car has

...chanical trouble, and so on. Ovina to the various

unpredictable factors, any for.caat of the duration of the

trip ..y well b. in error by an hour or sore.

Now suppose that in planninl your trip you want to know how

ImCh drivinl ti.. you can s.v. by p.cking lunch to eat

while driving. If lunch at a fast food restaurant takes

about h.lf an hour, you eat1aat. th.t p.cking lunch s.ves

about h.lf an hour" Thia infonMd guess c.n b. sad.

without havina to (1) pr.dict the ov.rall duration of a

trip th.t includes stoPpinl for lunch; and (2) predict the

ov.rall duration of a trip th.t do•• not include .topping

for lunch. You can avoid all of the ca.plicatinl factors

involv.d in tryina to pr.dict the ov.rall duration of the

trip. Th. prediction of the .ff.ct on duration of stopping

for lunch ..y not b••xactly ript. (Inde.d if you pack

lunch r.th.r than stop for lunch, you will n.v.r know if

your pr.diction was ript.) How.v.r. the forecast error of

the effect of stoPpinl for lunch 1& likely to b. INch

...ll.r than th. forec.at .rror for the overall duration of

the trip.

Thia .xa.ple illustr.t•• that when ••t1aatinl the .ff.ct on

• v.ri.bl. c.us.d by • p.rticul.r .v.nt, it 1& not

nec••••ry to for.c•• t the .ceual v.lue of that variable.

Th. Goclvina lIOdel calculat•• the .ff.ct of SFAS 106 on

GNP·PI without h.ving· to for.cast the .ceual lev.l of

GNP-PI.
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41.1 cgnt.ntiqp ­
("Jage 10)

'UPOD" -

·S.cond. Godwi~ offers no •• thodology to test the validity
of the mAcroeconomic model's results ... If the model
paraaeters and equations do not adequately describe real
vorld cUta, then any predictions it gives are of litele
valu.,·

Th••• comments raise two s.p.rat. qu.stions: (1) do the

8Odel'. p.r... ters and .quatio~ .dequat.ly describe real

vorld dat.? and (2) how can one t ••t the v.lidity of the

8Odel's r••ults about the i-s».ct of the introduction of

SFAS 106? In auv.r to the fint que.tion, the lIOdel' s key

p.r...t.rs do d••crib. real vorld dat.. Th. inpUt! to the

lIOdel co~i.t of 6 n~ric.l p.r...t.rs. Two p.r...ters

...sur. the share of l.bor co.t in tot.l COlt, and the

b...lin. v.lu.s of th.s. p.r...ters v.r. chosen to aatch

the actual sh.r. of l.bor co.t in total co.t in the Unit.d

St.t.s. On. p.r...ter ....ur•• the sh.r. of priv.t. s.ctor

.-plo,.ent cov.r.d by SFAS 106 b.n.fit., .nd the v.lu. of

thi. p.r...t.r va. cho••n to r.fl.ct the f.ct th.t of the

95.8 .1111on priv.u s.ctor .aploy•••. 30.7 .UUon are

.11Sibll to have • portion of th.ir ..dic:al cosu in

retire..nt ..t by th.ir 'lIploy.r's ..dical pl.n, subj.ct to

SFAS 106. A fourth p.r...t.r ....ur•• the p.rc.ntas. by

¥bich SFAS 106 directly incr..... the l.bor co.ts of

IIIploy.rs that offer po.t- retire..nt ..die.1 b.n.f1u. Th.

bas.line v.lue for thi. p.r...t.r v.. b•••d on the

ut'Miv. actuarial study in the Gochrins I.port. A fifth

par...t.r i. the vas••l ..ticity of labor supply, and ••

dl.cu.••d on P'I' 30 of the Godvins l.port, the v.lue of

thi••l ..ticity v•• b•••d on a publiah.d s~ry, by KIrk

I. Killin.aworth, of the .xt.nsiv••cono..tric lit.rature

on the .l••ticity of labor s~ply. A sixth par...ur, the

pric••laaticity of deaaDd. vas not b.a.d dir.ctly on a

sp.cific s.t of data or a sp.cific s.t of .cono..tric

studies. Hov.v.r, .cono..tric studi.s of d.aand for

variou. IOo~ tend to find pric••l ..ticlti•• on the order
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of on., or saaller (For example, on page 16 of its report

sub.itted in opposition to the dir.ct ca•••. ETI cites a

price elasticity of de..nd of 0.723 for interstate switched

acce.. , in & study by J" Gatto et. d. of AT&T.)

Exp.rim.ntation with the model r.v.aled th.t (1) the

r ••ults of the mod.l are not v.ry ••nsitive to the price

elasticity of deaand; and (2) high.r v.lue. of the price

elasticity of dell&nd tend to incr•••• the calculated illl'Pact

of SFAS 106 on GNP-PI. To suard alainst ~rst.ting the

t.pact on GNP-PI of the introduction of SFAS 106, it w••

decided to us. a value for this p.rueter that likely

ov.r.tat•• the true value, .0 . value of 1.5 was us.d in

the bas.line ca.e, as explained on pale 29 of the Godwins

Report.

'nl...cond que.tion, which cone.rna te.ting the IIOdel'.

re.ult. about the 1apact of SFAS 106, is a conceptual

question thAt would confront ax IIOClel, not just the

Godwina IIOdel, used to estiaate the iJlpact of SFAS 106 on

GNP-PI. All AT&T points out on pag. 10, -th.r. is no way to

independently verify by obs.rvation the true chAnle in

GNP-PI due to SFAS 106 ev.n aftar SFAS 106 go.. into

aff.ct,- 'nli. quoted .entence i. corr.ct, but notice that

this .encenca is indep.ndent of the choic. of a IIOdel. A•

• xplain.d in the May, 1992 Goclvins Re.ponse to Para,raph 16

of the FCC Order of Inve.tigation and Susp.nsion (p. 7), it

i. 1JIpo••ible to directly ob••rve the iJlpact of SFAS 106 on

GIl· PI , .v.n aftar the fact, b.cause w. have no way to

directly ob••rv. what GNP- PI vould MV. b.~ in the ab••nce

of SFAS 106. 'nli. probl•• i. fac.d by pr.dict.d chan,e.

b...d on econo..tric model. a. vell a. chan,e. ba••d on

quantitative cla••ical ,.neral .qullibriu. IIOdel•• such a.

the on. us.d in the Godvina R.port.
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AT&T (p. 10) goes on to point out that R.tandard economic

practice i. to perform tests whenever a model i. baaed on

e.tilUte. to see how clo.ely the moc:lel mirrors actual

data. R For example, large-.cale co...rcial econometric

forecaating models are designed to forecast the value. of

varioua macroeconomic variable.. Then the actual value. of

the.e veriable. are compared to the value. forecasted by

the model. and the difference between the actual and

foreca.ted values 11 called ehe forecue error.

Stati.eical properties of foreca.e errors, such u the root

..an square error or the ..an ab.oluee forecaat error, are

then calculated. Alehou&b this .eaeiselcal analysis of

foreca.ts i. co.-only applied eo larle-scale econo..eric

modal., one .hould not be milled ineo thinking thae these

analy.es can te.t the vaUdity of a modal'. predictlon

about a change in a macroeconoaic variable (such ••

GNP-PI), when .0...spect of the IIOdel 11 changed (such a.

the introduction of SFAS 106). Steelatlcal properties of

foreca.t errors can be uaed to te.t the accuracy of

conditional forecasts l ', but do noe addre.. the quesdon of

the model'. accuracy when prediceing the .ffects of a

change in the modal'. inputs.

We are faced with a choice between a quantieative cla.sical

leMral equllibriua modal of ehe sort uaed in the Godvlna

Report and a large-.cale co_rcial econo..tric forecaleing

"1. Neither type of modal ha. been tested for the

validity of the prediceed macroecono.ic effectl relulting

frOil the introduction of SFAS 106. loth types of models

17 CcaditioaaJ foncuu 1111 ••,..... fu.cure veJu. of vuioaI iapu&I to .. DXIeI. IDd thu are
-CClDditioaal- OQ tt.e ...'...... Ncun val...
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-fit- their key parmeters to real world data:

quantitative classical general equil1briWi IIOdels base

their parameters on independent econometric studies and/or

calibration of certain par...ter. to make the value. of

certain variable. match actual data; econometric models

e.timate the value. of their par&lleter. econometrically.

Which type of model should ve use? The Godvlns Report

U.t. five deairable criteria for a _del to be used to

seudy the impact of SFAS 106 on GNP-Pl. The quantitative

cla•• ical general equilibriua IIOdel in the Godvins Report

.ati.fies all five of the.e criteria, but a. explained in

the Kay. 1992 Godvins Responae to Paragraph 16 of the FCC

Order of Inve.tigation and Suspension. large-scale

co...rcial econometric foreca.ting model. fail to ••ti.fy

at lea.t ewo of the.e criteria.
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B. S.n,ldyl;y

AT&T ralsed three questions about the sensitivity of the results.

ATiT Cont.ntion .
(Pag. 10)

'"ponll .

-Third, the v.lidity of the sacro'conomic model is further
c.ll.d into qu.stion b.c.us. of the gre.t s.nsitivity it
.xh1bits to ch.ng.s in •••u.ptions. For .xample, altering
the b••elln••••umption of l.bor .l••ticity from zero to an
.l•• ticity of 0.1 incr••••• the t.pact on GNP-PI by more
than 400' (. 0.0642' imp.ct v•. the 0.0124' ba•• case
t-pact, ) ..

In judling wh.th.r the differene. b.tw.en 0.0124' .nd

0.0642' 1s l.rge, it 1. import.nt to look .t the macnitude.

involv.d. Both of th.s. nuab.r••r•• tiny fr.ction of 1

p.rc.nt. Tru., the larl.r of th••• two nuab.rs i. 5 tt.e•

•• l.rl' a. the smaller numb.r, but both of th••• nuab.rs

.r•••••nti.lly z.ro, and five tl... z.ro is still z.ro.

To s•• that th.re i. no ••••nti.l diff.r.nce, suppo.e th.t

in the ab••nce of SFAS 106, GNP-PI would have a v.lu. of

12' .0. A 0.0124' inerea.. would r••ul t in a GNP - PI of

125.0155, wh.rea•• 0.0642' incr•••• would r..u1t in a

GNP-PI of 125,,0802. GNP-PI 1& only r.ported to on. decillal

plac•• so the all'l.d "gr.at s.nsitivity· .-ounts to the

d1ff.renc. b.tw••n 125.0 and 125.1 for GNP·PI. Rath.r than

look1na una tab1. , the r ••ult. app.ar r...riably robust to

this chanl' in par...t.r v.lu•.

Inauad of focusing on the s'nlltlvity of the GNP-PI

.ff.ct, one m1ght vant to focua on the p.rc.nt.g. of

additional SFAS 106 cost. "to b...t fro. oth.r .ourc.s·

r'port.d In col~ h.aded (c) In the ••naltivlty .nalysis

on pa,. 41 of the Godvina R.port. ntis nu.b.r 1& the

"botto. line" nuab.r. U shown on pal' 41, In the b.s.lln.

caa., the portlon of .dditional SFAS 106 costs to b. m.t

froll oth.r sourc•• is 84.8': incr.a.lng the labor supply

___________________ C'-CjJJwins--...-,....



AT&T Contention ­
(Page 11)

'upon" -

ela.ticity to 0.1 reduces this number to 84.1•. Again, the

re.ults are remarkably robust.

RKoreover, Godwins' analysis looks at changes in parameter
value. on a 'one at a time' ba.i. (p. 38).N

Section IV of the Godwins aeport i. devoted entirely to

.ensitivity analysts. and it pre.ent. two tabl.. of results

(pase 39 and pase 41). The table on pase 39 focuses only

on the .ensitivity of GNP-PI to chanse. in par&lleter

value., and examines the.e chanse. in par...ter value. one

at a t1JM. However, the table on pase 41, which .~rizes

the .ensitivity analy.i. for the overall re.ult., doe. ~

look at par...ter chanse. one at a time.

Why doe. the table on pale 39 focua on change. in par...tar

value. one a t1ma7 It wa. recosnized at the out.et that

there are 648 po•• ible coabinations of par...ter values.­

hther than grind through an of the.e collbinations, it was

decided to first exa.ine the effects of changes in

parameter value. one at a tlma to learn which parameters

have the large.t impact on GNP-PI. Aa shown on page 39,

the direct t.pact on labor co.ts in sector 2 and the labor

.upply elasticity are the ewo par...ters for which GNP-PI

exhibits the mo.t sensitivity. Then, having learned that

GBP·PI exhibits the greate.t sensitivity to the.e two

par...ter., the sensitivity analysis for the overall

re.ules on pase 41 .x..ine. all coabinations of th••• two

par...ter•.

II lJIdudiq 1M h. 'iM valu.. 1M 00dwiaI~ plmj,*,:

2 valu. of 1M price elallicicy of .....Ild;
3 valu. of labor ....... ill fDCaJ COlI, sector 1;
3 valu. of labor Iban ill fDCaJ CCIl. IIlCfDr 2;
3 valu. of fiw:cimt of labor employed ill -=&or 2;
3 val.. of cIinct iJIIpKt oa labor CQU ill -=tot 2;
.. val.. of Labor IUpply elucicicy

'TbUi. tbere ate 2 I 3 I 3 I 3 I 3 I ... 641 combiDatioal of ....... valu..
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At&t Cons.ntioD ­
(P.ges 12-13)

It still does not seem to be worthwhile to grind through

.11 648 combinations, but, in response to AT&T's comment,

addition.l sensitivity analysis w.s performed to explore

p.rameter v.lues th.t le.d to low v.lues of the p.rcentage

of .dditional SFAS 106 cost. to be met from other sources

(which is 84.8\ in the b••eUne c••e). The additional

.ensitivity .naly.is w•• perfor.ed •• follow.: Four of the

p.ramet.r. were ••ch set .t the v.lue th.t led to the

l.rg•• t incr•••• in GNP-PI wh.n the p.ramet.r. were v.ried

one .t • tlm.. (Pric••l •• ticity of deaand - 3.0; sh.re of

labor co.t. in tot.l cost, s.ctor 1 - 0.78; .har. of l.bor

co.t. in tot.l co.t, s.ctor 2 - 0.78; initi.l fr.ction of

l.bor ellployed 1n s.ctor 2 - 0.4.) While th.s. four

p.ram.ters w.re s.t .t v.lue. th.t individually contributed

to the l.rg•• t illp.ct on GNP-PI, e.ch of the four v.lu•• of

the labor supply .l••ticity v•••xaain.d in collbination

vith e.ch of the thr•• v.lue. of the dir.ct illpact on l.bor

co.ts in ••ctor 2. Th. r ••ults of this .ddition.l

••n.itivity analy.i••r. r.port.d in App.ndix C. Notice

that the lov•• t v.lue obt.in.d for the p.rcent.ge of

.dditional SFAS 106 co.t. to be ..t fro. oth.r .ource. 1s

60.it. This nUllb.r v•• obtain.d by collbining unlikely and

.xtre.. v.lu•• of .11 6 par...ter.. Th. chance th.t .11 6

of th••• p.r...ter. st.ultaneoualy take on such extr...

v.lue. i •••••nti.lly n.gligibl.. Wh.r••• the finding in

the Goc:lvins leport th.t 84. It of .dditional SFAS 106 co.ts

ne.d to b. ..t fro. oth.r .ourc.. should b. r.g.rded .s •

cons.rv.tive ••tiaet., the 60.1\ figure should b. r.g.rd.d

as an unr••li.tic.lly low under••t1Jlat. of the aaount

r.quiring recov.ry fro. oth.r .ourc••.

-I.c.ua. the SFAS 106 .ccrual i. inh.r.ntly illpr.ci•••nd
....ur...nt of its iap.ct aD the .COD08Y is extremely
difficult to ••ses., it 1. not po.sibl. to pr.dict the full
.xt.nt th.t SFAS 106 vill .ff.ct pric.. in the .conomy
g.n.r.lly (.. both Godvins .nd NEIA .ttellpt to do) ... •
[footnote omitted]
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luponu . The Godwins Report explicitly recognizes that there are

uncertainties aasociated with the calculation of the

effects of the introduction of SFAS 106. and deals with

these uncertainties in ewo ways: (1) whenever a decision

needa to be made about the numerical value of some data or

parameter, the Godwin. Report alway. attempts to err on the

.ide of overstating the impact on GNP-PI of the

introduction of SFAS 106. In the sacroecono.ic analysis,

thi. conservative approach i. repre.ented by the choice of

baaeline values of the price ela.ticity of desand and the

labor supply elasticity that are likely to be higher than

the true value. of the.e par..eters, a. explained on pages

29 and 30, respectively, of the Godvins Report. (In the

actuarial analysi., this .... conservative approach is

noted in footnote 4 on page 16 of this Report.) This

conservative approach lenda additional support to the

finding that SFAS 106 will have a tiny effect on GNP-PI.

becauae even the ssall effect predicted by Godvina is

probably an over.tatement of the true effect. (2)

Recognizing the uncertainty a••ociated with the data and

parameters, Godwina devoted an entire section of its report

(Section IV) to sensitivity analy.i.. Alain, the

.ensitivity analy.is lenda additional support to the

concluaion that the introduction of SFAS 106 ha. only a

tiny effect on GNP·PI.
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C. O.eaila of Sp.eitlcaelon of th. Kacro.conomie Kod.l

~CI raised three question. concerning the detailed specification of the model.

lICI Contention .
(P.ge 32)

Ruponll .

IICI CQDun,lon ­
(P.ge 33)

Rupon" -

MCI .s.erts th.t the USTA model .ssumes among other things
·perfect substitut.bility of c.pit.l .nd labor."

This ••••rtion is pl.in wrong. Th. mo.t co.-on me••ure of

the sub.titut.bility of capital and l.bor i. the el•• ticity

of .ub.titution b.tw••n capital and labor. ·perf.ct

.ub.titut.bility· de.crib•• the situation in which the

value of this el•• ticity of sub.titution i. infinit.. In

the USTA model, the value of this .la.ticity of

sub.titution h .qual to on.. r.th.r th.n infinity, ••

L.plied by MCl's ••••rtion.

leI .tat•• (corr.ctly) that the mod.l ·ha. no international
s.ctor. •

Ev.ry .conomic mod.l i •••t.plification of reality. ~.

practical matt.r, a usabl. model mu.t ignore many asp.cts

of r.ality. Th••kill in building a good model rests in

inclUding tho•• a.p.ct. of r.ality that are quantitatively

t.portant for the i ••ue. b.inl studi.d, .nd in ignoring

tho•• a.p.ct. of reaUty that ar. less quantitatively

!8portant for the i ••u•• b.ing .tudi.d. D.spit. all the

att.ntion that int.rnational trade and for.ign co~.tition

r.c.iv. in the pr.... it 8Uat b. r ...abered that

int.rnational trade 1s a ...11 part of U.S. GNP. In 1991.

n.t .xports v.re .qual to 0.5' of GNP in the U. S. (net

.xports v.re negative, .0 it i. the ..gnitude, or absolute

valu•. of net export. that va. 0.5' of GNP). Even looking

at gros. trade flov. rath.r than the n.t flov, illports

accounted for only 10.9' of GNP. and .xport. accounted for
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only 10.4' of GNP in 1991. Thus. the inc 1u.s ion of an

XCI Connnt ion ­
(Page 33)

"'Pon" -

international sector did not seem important to study the

impact of SFAS 106, and there is nothing convincing in the

Mel statement that would lead to revising this judgment.

"Finally, although the model is attempting to review a
dynaaic phenomenon. the .tructure of the model is static in
fom. "

hther than being a weakne•• , the .tatic nature of the

model i. a virtue. There i. quite a bit of di.agreement

among sacroeconomists about the .hort-run dynaaic behavior

of the sacroeconoay, and indeed econoaists seem to have a

lot of trouble predicting short-run dynaaic behavior, such

aa turning point. in the busine.. cycle. Because the

prediction of short-run aacroeconomic behavior is so

difficult, it wa. decided to avoid this task, and i~tead

to analyze the ultiaate effect. of SFAS 106 when the

economy reaches a new equilibriua. A static model. which

simply avoids difficult short-run dynaaics, is appropriate

for analyzing the ultiaate effect. of the introduction of

SFAS 106. Aa stated in the Godvl~ aeport (p. 26), "The

model is be.t viewed as a long~run lIodel that fully

incorporates the effece. of SFAS 106." An additional

adYanta,e of focusing on the "lonl-run" or full effect of

SrAS 106 is that it probably over.tate. the short-run

t.pact on GNP-PI of the introduction of SFAS 106 because,

oV1na to various lag. in the econo.,'. adjustment process .

•hort-run effects are generally ...Uer than long-run

effects. Thi. likely overseate..nt of the i~act of SFAS

106 is co~istent with the co~ervative approach of the

Godvi~ aeport, which is to guard alai~t understating the

i~act on GNP·PI of SFAS 106.
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D. "'Pon" to COWI.n;, of Indep.ndent KacIoeconoai.t on the Mod.l
Ind its ",ult.

The statement below repr.s.nt. the entire commentary on the macroeconomic model

by an independent economist engag.d by Mel.

Mel (Drlun) .
(Pages 8·9)

J.Upon" .

-Th. USTA study also pr.s.nts a ..cro.cono.ic model to
..ti..t. the .ff.ct of SFAS 106 on the GNP Price Index
(GNP-PI) to ••• what fraction of co.t. will be r.covered
via the incr.a•• in GNP-PI. Th...cro.cono.ic model i.
th.or.tically corr.ct, but a v.ry highly .t.pllfi.d and
ab.tract aodel of the U.S .•cono~. For .xa.pl., there ar.
a"Wled to be only two allr'late factors of production,
total capital and total labor, and the whole .cono.y is
a••Wlld to be perfectly co.-petitiv.. Henc., the true
.ff.ct of SFAS 106 on the GNP-PI lI&y be significantly
diff.r.nt (in a .tati'tical senae, though probably not in
order of "ptitude) than the figure of 0.0124' that is
pr•••nt.d, Th. true .ff.ct on the av.ral' wag. rat. in the
.cono., ..y also be v.ry diff.r.nt than what the v.ry
simple ..cro.conoalc aodel pr.dlct., both in t.1"1U of
.tatlstical significanc. and in t.1"1U of ord.r of
..ptltude, -

Thi. stat•••nt i. cl.arly and car.fully writt.n by Allan

Draz.n, a v.ll-r••pect.d .cono.i.t. Th. r...rks belov are

pr•••nt.d to h.lp non-.cono.i.t. int.rpr.t so.. of the

.cono.ic jarlon us.d by Draz.n.

Draz.n's a•••rtion that the -..cro.cono.ic mod.1 is

theor.tically corr.ct- .hould be r'lard.d a. prai•• , sinc.

this judpent co... fro. a JIIcroecono.l.t who ha. published

aany of hi. own th.or.tical model.. To an .cono.i.t, the

sut...nt that the model is theoretically corr.ct indicates

thAt the ba.ic .cono.ic. underlyinl the model is .ound, and

thAt the ..th...tical fomulation of the model is an

appropriate foraalization of the .cono.ics.

Although Draz.n c.reif1.. the modal a. th.or.tically

corr.ct, h. points out that it i. ·v.ry highly simplified

and abstract,- Whether ·v.ry highly simplifi.d and
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ab.tract W is a virtue or a vic. depends on the benefits and

drawb.cks as.ociated with simplific.tion and abstraction.

In this case. simplification and abstraction h.s the

benefit of allowing the model to be a tr.ct.ble

represent.tion of the import.nt economic phenomena

•••oci.ted with an incr•••• in l.bor co.t., such as that

•••ociat.d with the introduction of SFAS 106. In addition

to proaoting tract.bility, the .implific.tion avoids the

po•• ibility th.t irrel.v.nt co.plic.tions somehow

contaainat. the aod.l's r••ult•.

Oraz.n'. .t.t....nt focus.s on the dr.wb.cu of

simplific.tion and .bstr.ction in this c.... As vill b•

• xpl.in.d belov, • c.reful re.din, of Or.zen's st.t...nt

indic.t.s th.t h. thi~ that, despite the simplific.tion

.nd abstraction, the Godvins model produced ....nti.lly the

ri&ht ansv.r for the .ff.ct on GNP-PI, but h. has .0..
doubt .bout the eff.ct on the v.,e r.Ce.

'n\e key to underst.ndin& Oraz.n's st.te..nt Ue. in the

p.r.nth.tic.l st.t...nt in the quota wmay b. signific.ntly

diff.r.nt (in. st.tistie.l s.na., though prob.bly not in

order of ugnitude) w, Econo.ista often distinguish b.tween

cwo eone.pts of signific.nc.: st.tistie.l signific.nc. v•.

• eono.ie signific.nc.. For inst.nc., the true .ffect of

so..thin, is s.id to be st.tistic.lly signific.ntly

different fro. the •• t1aaced .ffect if .cono..tric .nd/or

st.thtic.l .Mly..s indic.te that ve can h.ve • hi&h

de,ree of confidence (usually 95' confidence) that the true

.ffect 11 diff.rent fro. the e.tiaated eff.ct. It is

po•• ible that the .st1aated effect is very close to the

true eff.ct, .nd y.t st.tistic.l and/or econo..tric _thad.

uy detect a .t.tistic.lly significant difference; in this

c••e, eeono.i.ts would describe the difference ••
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statistically

significant ..

significant, but not econollically

Drazen's stacement indicates that the true effect of SFAS

106 on GNp·PI 1I&y be statistically significantly different

.. but not econollically significantly different .. froll the

.ffect .stimated by the Godwin. lIOdel. He states that the

true .ffect on GNp·PI i. probebly not different, in order

of ugnitude, froll the 0.0124' effect e.t1a&ted by Go4wiM.

Th&t is, the order of ugnitude of the Godwin. ..ti..te 15

tiny, and Orazen doe. not dispute the findine of a tiny

effect on GNP·PI

The calculated .ffect of SFAS 106 on the wa.e rate is

almost two orders of 1I&rnitude lareer than the calculated

.ffect on GNP·PI, and Orazen sUliests that the true effect

on the waee rate uy differ fro. the calculated effect.

both in teras of statistical .isniflcance, and in teras of

order of "'snitude. However, he doe. not indicate whether

the effect calculated by Godwin. i. likely to be too large

or too s..ll

To su.aarize, Orazen' s re..rka about the ..croeconollic

re.ult. of the Godwina aeport .erve a. much to bolster the

re.ult. .. to challenee the.. Drazen pronounce. the

aacroecono.ic model to be theoretically correct and he

note., but does not challenge, the £indine of a tiny iapact

on GNP· PI. Finally, he doe. not indicate whether his

doubts about the effects on the wase rate would lead hiJI to

expect a larger or a s..ller effect than i. found in the

Godwins aeport
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